INTRODUCTION
Despite a promise by the last Conservative Government that it would abolish inheritance tax when it could afford to do so, 1 there has been little suggestion from either the current opposition or the government that this is likely to happen.
2 The unwillingness of any of the political parties to consider the abolition of inheritance tax (IHT), despite its demise in other jurisdictions, most notably Canada, Australia and, more recently, Sweden, 3 is probably based on the notion that some form of inheritance out to be. To this debate must be added the provisions contained in the Finance Act 2006, which have the effect of withdrawing future IHT relief from certain types of trust. These provisions, which are believed to affect far greater numbers of taxpayers than simply the very wealthy at whom they were allegedly directed, and the method of their introduction, both discussed below, enraged tax practitioners and those reportedly large numbers of the public who had planned for the future through the use of these trusts. In light of the mounting criticism of IHT by the public, 12 the aim of this paper is to establish the equity criteria upon which an inheritance or capital estates tax is (or should be) founded, and then to consider whether the retention of our current system can be justified. It is possible that substantial reform could provide an answer to the charge that IHT is currently unfair, but if, additionally, the system is economically inefficient, then abolition may be the correct solution. In any event, the point should be made at this juncture that this author is not arguing against death being a taxable event, since this argument could be countered by the introduction of a regime taxing lifetime gifts and a partial return to the days of capital transfer tax which, as will be described, were not happy ones. The argument is that there should be no tax on the transfer of wealth . This then leaves open the possibility of restoring the capital gains tax charge (CGT) on death; CGT is currently charged on the increase in value of a capital asset between the time of its acquisition and of its disposal, but only where the disposal occurs during the lifetime of the owner. Although a full debate on that issue is outside the scope of this paper, a few observations on the implications attendant to the reintroduction of a CGT charge on death are made later.
The argument for the abolition of IHT has already been made with some considerable force, 13 but it has been commented that the argument was not, and did not pretend to be, a balanced account of the subject.
14 This review attempts a fair evaluation of all the arguments. The paper will start with a brief historical review of death duties in the UK and an introduction to IHT, followed by a consideration of the perceived injustice of the tax, weighed against arguments based in equity (the modern justification for taxing the transfer of wealth on death) and the economic arguments for its retention. Historical comparisons will be made, along with an analysis of the reasons behind the abolition of the estates tax in Australia, Canada and Sweden.
THE HISTORY OF IHT

15
A distinction should be drawn between mutation duties and accessions taxes . 16 The first are usually charged at progressive rates on the value of property transferred by donors , either during their lifetime or on their death. In contrast, accessions taxes are those which are charged by reference to the value of the benefit received by the donee , and whose rates and exemptions are governed by his or her circumstances rather than by those of the donor. In spite of the fact that an accessions tax may seem fairer, and would appear to encourage donors to spread their wealth more widely amongst people who have received few inheritances and who would, accordingly, be liable to either no tax at all or to less tax, the UK has generally opted for mutation duties in the form of probate duty, 17 account duty, 18 temporary estate duty, 19 estate duty, 20 settlement estate duty, 21 capital transfer tax 22 and, despite the misnomer (for it would seem to imply an accessions duty), IHT. In contrast, legacy duty 23 fell on the amount received by each individual beneficiary, and the amount charged depended on their relationship with the deceased and, by definition, succession duty 24 also took account of the recipient of the estate.
The introduction of estate duty in 1894 came at a time of growing importance of death duties, with a move away from taxes on consumption to direct taxes on income and wealth. 25 And their importance did not simply rest in a relatively high yield; it is the view of one economic historian that 'death duties operated as a "balance" in order to create a sense of equity and fairness in the income tax . . . Graduated taxation of estates at death was more easily accepted than graduation of income tax . . . '. 26 This is not difficult to comprehend. The Victorian era witnessed a growth in 'new money' from trade and industry, and those who worked hard to make their wealth naturally resented being taxed on the income that they earned, whilst the owners of 'old 17. A stamp tax, introduced in 1694, and repealed in 1894. 18. Introduced in 1881 to prevent the avoidance of probate duty by the making of lifetime gifts, and repealed in 1984. 19. Introduced in 1889 and repealed in 1894; this was supplementary to probate, succession and account duties. 20. Introduced in 1894, and repealed in 1975. 21. Introduced alongside estate duty in 1894 to compensate for the fact that, in relation to settlements, estate duty could only be levied on the first death. It was repealed in 1914, when estate duty on settled property was extended to deaths subsequent to the first death. 22. Although the law was not enacted until 13 March 1975, it was retrospective to 27 March 1974 in respect of inter vivos gifts and settled property. As pointed out by GSA Wheatcroft and GD Hewson in Capital Transfer Tax (London: Sweet & Maxwell, 1975) p 2, '[T]he best comment on this procedure was written by Adam Smith nearly 200 years ago in 1776 when he stated his second canon of taxation as follows: "The tax which each individual is bound to pay ought to be certain and not arbitrary. The time of payment, the manner of payment, the quantity to be paid ought all to be clear and plain to the contributor, as to every other person." ( The Wealth of Nations , Book 5, Chap. 11, Part II -"of taxes") None of these facts were clear and plain until the Act was passed . . . '. 23. An inheritance duty, introduced in 1780 and not repealed until 1949. 24. Another inheritance duty, introduced in 1853 and also not repealed until 1949. money', who had inherited their wealth and enjoyed a life of leisure, bore no income tax on the fruits of their property at all. In effect, death duties sought to redress the balance. And yet, interestingly, prior to 1894, real property, which formed the basis of serious wealth at the time, was either fully exempt from duty 27 or charged at a lesser rate than personal property. 28 There was much debate in the period prior to the reform of death duties in 1894 about how to tax land. First, there were those like Charles Fox who opposed the taxation of land at all for fear of a confiscation by the state of all capital. Secondly, whilst Gladstone and his followers believed that real property should be subject to death duties, they felt that, given the additional burdens on land from local taxation or rates, it was correct to set a lower rate for such property. Finally, there was an emerging view that those who owned land enjoyed an increase in its value due to the initiative of traders and industrialists, in the words of Martin Daunton, a 'socially created' increase 29 and, accordingly, the community should recoup the value for itself through the imposition of a much higher tax on land. The partial outcome of this debate was the introduction, in 1894, of estate duty, which sought to tax the value of property passing under a will or intestacy and to gifts made within a period before death, 30 including real property. The belief was that this new and graduated tax would both increase the yield from death duties and appear to be a fair attempt to impose tax on those better able to pay. However, whilst it was perceived to be an equitable tax, it was described by Roy Jenkins, a former Chancellor of the Exchequer, as 'a voluntary levy paid by those who distrust their heirs more than they dislike the Inland Revenue'. 31 Estate duty was said to favour the healthy, wealthy and well advised since, with a certain amount of foresight and planning, it could be avoided, or at least substantially reduced, with apparent ease by someone giving away capital and surviving the statutory period.
It was for this reason that, in 1972, the Conservative Government set about considering possible alternatives to estate duty, 32 one of these being an accessions tax. Three features of an accessions tax distinguish it from estate duty and the misnamed IHT currently in force in the UK. First , and as its name suggests, it looks to the donee rather than to the donor, and thus is a tax on what is received by the heirs, irrespective of the size of the estate from which the inheritance comes. Because of this, the argument is that an accessions tax has far greater flexibility than estate duty or IHT in achieving equity, since it can take account of the relationship of the heirs to the deceased. Moreover, it is believed to have a far greater effect on reducing wealth inequality because it encourages the testator to spread his or her wealth more widely among a greater number of beneficiaries. Secondly , it embraces not only inheritances but also lifetime gifts. This, it is said, keeps tax avoidance to a minimum. Thirdly , it is (or can be) cumulative over a donee's lifetime, again reducing the incidence of tax 27. Despite the fact that, in 1796, it was William Pitt's intention to include real property within legacy duty, he withdrew the measure. However, succession duty did charge land after 1853. 28. As with succession duty. For an analysis and a concise review of death duties, see Daunton, above n 26, ch 8. avoidance and, with a view to minimising the tax that will be paid by the recipients, encouraging testators to spread their wealth more widely. 33 Despite the clear indication that an accessions tax could go some way to reducing wealth inequality, it was admitted at the time that it would be far more costly than estate duty for both administrative and compliance purposes. 34 In any event, the Conservatives did not get the chance to adopt any of the alternatives, losing power to Labour in 1974.
It was with the Labour Government that change finally came in 1975, when capital transfer tax (CTT) was introduced. 35 Although the government had been committed to an IHT properly so called, looking at what a donee receives rather than at what the donor gives, the Inland Revenue made it clear that they were unprepared to administer such a system. Accordingly, CTT was charged with reference to the estate of the donor, in the same way that estate duty had been. However, apart from that, there were important differences between the two taxes. CTT, for the first time in UK history, brought together a tax on death and a tax on all lifetime gifts, and not just those made within a stated period before death. The system was cumulative, so that the amount of tax paid on a lifetime gift, or indeed upon the death of the donor, depended upon all gifts previously made, and the rates were progressive. Discretionary trusts were subject to a much harsher regime than were trusts with interests in possession, although some relief was found in the accumulation and maintenance (A&M) trust. 36 It was thought that, as a result of the introduction of CTT, a number of wealthy people decided to move abroad taking with them as much of their capital as possible, 37 and yet the man who introduced it, Denis Healey, the then Chancellor of the Exchequer, did not believe that it was having a serious impact. Of the tax he has written: 'I replaced the Estate Duty, which had become a laughing stock, since no one who could afford an accountant ever paid it, with a Capital Transfer Tax which covered gifts made before death as well. From the start I excluded money inherited by a man's widow from the Tax. This piece of natural justice was long overdue; I still meet people who thank me for it. But in the end, I had to accept so many other special cases for exclusion that when I left office four years later, the CTT was still raising less revenue than the avoidable Estate Duty it replaced.' 38 33. It is interesting to note that, although Ireland has an acquisitions tax, capturing both lifetime gifts and bequests, cumulation is for periods only rather than for lifetime. The periods are not fixed and come to an end when the government decides that they should. I am indebted to Anne Corrigan, barrister and senior associate at Arthur Cox, Dublin, for providing this information in the course of a Tax Law Workshop held at Queens' College, Cambridge on 27 April, 2007. 34. This was admitted by Cedric Sandford et al even though they were otherwise completely in favour of an accessions tax: CT Sanford, JRM Willis and DJ Ironside An Accessions Tax IFS Publications No 7 (September 1973) . It was this issue that defeated the intention of the Labour Government in 1975 to introduce CTT as an accessions tax; see further below. 35. The original provisions were to be found in the Finance Act 1975, but were consolidated in the Capital Transfer Tax Act 1984. 36. This was a favoured trust in that it enabled a settlor to establish what was, in effect, a discretionary trust for the benefit of minors, but which was not subject to the discretionary trust regime provided that the beneficiary or beneficiaries would become entitled to the trust property or to an interest in it by the age of 25. This is discussed further below. 37. For an apocryphal tale illustrative of the economic consequences of CTT, see Wheatcroft and Hewson, above n 22, pp 12-13. Life (London: Michael Joseph, 1989) p 404. Apart from the spouse exemption, the other exclusions to which Denis Healey referred include relief for agricultural property 39 and, for transfers occurring after 6 April 1976, relief for business property. 40 Without these reliefs, the burden of tax on the high capital value of a farmer's main asset and of business assets respectively would probably have necessitated a sale of the property to enable the tax to be paid. A measure of relief was also given in respect of gifts to charities in that the first £100,000 was exempt insofar as they were made on, or within 1 year of, death; 41 8 years later, all gifts to charities became exempt without limit. 42 Exempting from CTT an individual's main residence was never considered; at that time, home ownership was less widespread than it is now and, as it has just been shown, the then Chancellor of the Exchequer believed that he had conceded more than enough exemptions and reliefs.
D Healey The Time of My
These exemptions aside, the simple explanation for the low yield, of course, might have been that too many wealthy people had fled the country taking their wealth with them. Indeed, in a book written at the time of the introduction of CTT, one author wrote that 'the next Chapter does contain some useful hints for survival. Readers may find it repays study even if they are at this stage tempted to jump straight to the Chapter 14 on emigration'. 58 and, if this amount is not used in any 1 year, the unused amount may be utilised in the following year, but in that year only; if it is not used then, it is lost.
As far as gifts in trust are concerned, prior to 22 March 2006, there existed two regimes. The first applied to trusts with an interest in possession. An interest in possession is said to exist where a beneficiary (or beneficiaries) have an immediate right to receive the income arising from the trust (if any). 59 The inter vivos transfer of property into this type of trust was a PET and would remain exempt on the donor surviving for 7 years. Moreover, for IHT purposes, a beneficiary of an interest in possession trust was treated as owning the capital in which the interest subsisted and, on his death, the value of that capital was added to his free estate. 60 The rationale behind this was that, although a beneficiary could not have actually acquired the 49. Ibid, s 3A (4) (IHTA 1984, s 25) , maintenance funds for historic buildings (IHTA 1984, s 27) and conditional exemption for property of national, scientific, historic or artistic interest (IHTA 1984, ss 30-42 capital of the trust, he had enjoyed the economic benefit of it during his lifetime and, accordingly, the value of that capital was a proper subject for taxation on his death. Should a beneficiary have disposed of his interest during his life, or should the interest have terminated for any other reason, such a termination would generally have been a PET, and would have escaped a charge to IHT on the beneficiary surviving 7 years.
The second regime, known as the 'relevant property' regime, applied to trusts where there existed no interest in possession. This category, which was, and continues to be, subject to a much harsher set of rules, very loosely comprised, prior to the 2006 changes, discretionary trusts. The transfer of property by the settlor into such a trust was, and continues to be, a chargeable transfer, resulting in an immediate IHT charge of 20%. 61 This charge applies where the value of the transfer, in addition to any other chargeable transfers made within the previous 10 years, exceeds £300,000. The trust also incurs periodic charges throughout its life through the imposition of an anniversary charge on its value every 10 years from its inception. 62 Moreover, a further charge is incurred when an object of the discretion becomes entitled to the trust property, or to an interest in it. 63 An exemption from this second regime was given to A&M trusts, which enjoyed favourable status. 64 This type of trust enabled a settlor to establish a trust for the benefit of minors, with no interest in possession existing until the minor was at least 18, with the income in the meantime being accumulated. Provided that a beneficiary would become entitled to the trust property, or to an interest in it, by the age of 25, the creation of the A&M trust was a PET, 65 there was no 10-year anniversary charge, 66 and no exit charges were incurred when the beneficiary became entitled to the income and/or to the trust capital. 67 An important anti-avoidance provision is that which prevents a person from making a gift (outright or into trust) and then reserving a benefit in the gifted property.
68
It is this piece of legislation that, for example, restricts the owner of real property from giving away his freehold or leasehold interest during his life to, say, his children, and continuing to live in it thereafter. There have been a number of elaborate attempts to circumvent this provision, and whilst the courts have upheld some of these attempts, 69 legislation has subsequently reversed the effect of these decisions. 70 Moreover, for those taxpayers who continue successfully to circumvent the reservation of benefit rules, there is now imposed an annual income tax charge where the donor enjoys the benefits of pre-owned assets. 71 The provisions relating to this charge are excessively complicated, causing additional administrative and compliance costs, and represent a further blow to those who, unlike the very wealthy, cannot afford to give away their property in advance of death in order to minimise their IHT bill, and who seek other ways in which to achieve the same fiscal result. This problem was referred to as long ago as 1975 in relation to estate duty, when it was said that 'few of the estate duty "loopholes" could effectively be used to any substantial extent by people with moderate wealth'.
72 Cedric Sandford similarly commented that 'the wealthiest can afford the best advice on IHT "mitigation" and are also best placed to make gifts early (ie outside the period of seven years before death) and so tax free'. 73 More recently, Lord Newby, a Liberal Democrat, expressed the view that 'we are in a highly unsatisfactory situation in which the very rich can avoid IHT altogether by careful planning, whereas the merely affluent are increasingly being caught by it'. but, interestingly, were omitted from the speech itself, as well as from the consultation that had been taking place over the previous 2 years on the question of reform of the taxation of trusts. They have the effect of withdrawing IHT benefits from both interest in possession trusts and A&M trusts. Although the Budget contained a plethora of important and far-reaching proposed tax measures, 76 from the amount of correspondence in the quality newspapers on the issue, it was the IHT changes that appeared to capture the attention of a public usually immune to the finer points of the Chancellor of the Exchequer's March announcements. This measure was seen to represent a wholesale reform of the inheritance taxation of trusts, sweeping away the privileges previously afforded to A&M trusts, provisions that Denis Healey 77 had been forced to introduce into the new CTT legislation to appease a broad section of the House of Commons. In light of his famous comment (if contested) that he intended to squeeze the rich through taxation 'until the pips squeaked', 78 this was not an insignificant victory for his opponents. The 2006 measures were also seen as, in effect, a reversal of a part of Margaret Thatcher's attempt at drawing the teeth from CTT by potentially exempting from a charge to tax lifetime gifts into trusts with an interest in possession. 79 Although the government, in the form of the Paymaster General, responded to the furore against the proposed changes by claiming that these trusts are used by 1% of taxpayers only, 80 they were forced to make some amendments during the passage through Parliament of the Finance (No 2) Bill. However, the amendments were limited in their effect, and were aimed primarily at preventing the retrospective effect of some of the measures; the main thrust of the new regime remains the same. What also seems to remain is the stubbornness of the government in refusing to accept that trusts in general serve a number of varying purposes and that A&M trusts, in particular, not only minimise a possible IHT bill, but are also aimed at protecting capital funds against the possible profligacy of young people.
These changes came in hot pursuit of a package of measures designed to modernise the income and capital gains tax regime for UK trusts. Following the publication of a series of discussion papers, 81 provisions were included in each of the Finance Acts 2004-2006 aimed at income and capital gains tax 'trust modernisation'. Although this was dressed up as an exercise in simplification, the main thrust behind the new provisions was to move towards a more 'tax neutral' system, in which the amount of income or capital gains tax chargeable should not vary to any great extent depending on whether the property upon which it arises is held under a trust or directly by an individual. In achieving this goal, the government sought to strike a balance between a system that does not provide artificial incentives to set up a trust, and one that avoids artificial obstacles to the use of trusts where significant non-tax benefits could be gained. Whilst HMRC originally stated that the IHT 'simplification measure' in the Finance Act 2006 was simply part of the public consultation on modernising the tax system for trusts, 82 nothing in the relevant documents suggests that this was the case and, moreover, there is no mention of this measure in the Regulatory Impact Assessment for Trust Modernisation.
83 Indeed, the details published in a document accompanying the Budget Statement in March 2006 84 came as a complete surprise, and it was the lack of consultation that caused critics to argue that this was just another attempt by the government to raise easy money from that vast group of people who are not particularly wealthy but who, because of steeply rising property prices, nevertheless find themselves within the IHT net and who, unsurprisingly, seek to minimise the tax burden.
The new scheme for the inheritance taxation of trusts introduced by the Finance Act 2006 abandons, in effect, the classification of trusts into those with, and those without, an interest in possession. The result is that a transfer into an interest in possession trust will, on or after 22 March 2006, enjoy PET status in only two circumstances. The first is where there is a transfer into a disabled trust; 85 the second is where property becomes subject to a bereaved minor's trust following the death of a person who had previously enjoyed a post-death interest in possession in that property.
86 Whilst a limited range of interest in possession trusts remain subject to the regime whereby the beneficiary is treated as entitled to the property in which his interest subsists, 87 all remaining trusts will be subject to the much harsher pre-22 March 2006 relevant property regime, with the exception of trusts for bereaved minors and age 18-25 trusts, 88 both of which receive a measure of relief from IHT, although not the full relief previously accorded to A&M trusts.
Given that the very wealthy are able to minimise IHT by making outright gifts that qualify as PETs and through the establishment of offshore trusts, the likelihood is that these new measures will mostly affect those with only moderate wealth, who seek ways of providing sensibly for the future of their children or grandchildren. Moreover, they will add even further complexity to a tax that has become more and more difficult to understand as the years have passed. This, of course, has repercussions for both administrative and compliance costs, which are discussed below.
CURRENT PERCEPTIONS OF IHT
In the same way that it appears to have become unthinkable in recent years for a political party, serious about winning a general election, to advance a policy of increased taxation, so it was equally unthinkable, until relatively recently, to propose abolishing IHT or any of its predecessors. However, as indicated earlier, the last Conservative Government promised to do just that when it could afford to do so 89 and, in a recently conducted poll, 73% disputed that IHT was a 'fair way' for the government to raise money. 90 The poll also revealed that 40% of those questioned had considered the impact of IHT in their own lives. Moreover, it was perhaps a surprise, that a former Labour Government minister should advocate the abolition of IHT; indeed, he came straight to the point by saying that IHT was 'a penalty on hard work, thrift and enterprise'. 91 His reasons for doing so are not new and embrace some of the more 'popular' arguments in favour of abolishing IHT.
From the perception of the general public, there would appear to be three main reasons for abolishing IHT. Of course, there do exist many more arguments, some of which will be referred to in this paper, but the following three seem to be of the 86. IHTA 1984, s 3A(1A)(c)(iii). A bereaved minor is described as somebody under the age of 18 who has lost at least one parent: IHTA 1984, s 71C. It could be argued that, since IHT is levied on death, it is, in reality, a penalty on the recipient of the testator's wealth, who has not worked hard for the money. However, this leaves out of account the intention of the testator/testatrix, who may very well resent that part of his or her industry will not go to the intended recipient but to the state instead. greatest significance.
92 First, it is said that much of the property comprised in a deceased's estate has generally already been taxed once during their life and, consequently, death duties amount to double taxation. To take an example, a woman may be employed for her working life and will be charged to income tax on the earnings from her employment. She saves a certain amount of those earnings by investing one part in a building society account and another in equities. Income arises from each of these investments and will suffer income tax, albeit at different rates. 93 The income that arises from her investments is then re-invested and the cycle of income taxation begins all over again. On her death, the income upon which she has been taxed now forms part of her estate, the value of which will enter the IHT computation. Is it fair that her estate may be liable to IHT in respect of property that has already suffered a charge to tax, albeit a different one? Secondly, the fact of sharply rising house prices has brought within the IHT net moderate estates, that is, estates that would previously have fallen well below the threshold, resulting in a windfall for the government. According to one source, the average cost of a property is £228,183, with that for a detached house £327,068, 94 but the costs are much higher in certain parts of the UK. For example, the average property price in Winchester is £330,452, with that for a detached house £480,999.
95 Finally, a fundamental rationale for any tax is that it is paid only by those who can most easily afford it; 96 in the case of IHT, this means the very wealthy. 97 More specifically, although never expressly stated, CTT was seen 'as part of the Chancellor's 98 objective to reduce large individual holdings of wealth in the United Kingdom', affecting only the 'really wealthy'. 99 Since, until the recent amendments, IHT was seen as being less draconian than its predecessor, there is nothing to suggest that the original policy has changed. However, because of estate planning techniques, much less of the tax actually falls on the very rich than might be expected. How valid are these arguments?
92. In other jurisdictions, those who run private businesses or who are farmers suffer particularly from an estates tax; this problem is obviated in the UK through exemptions in these particular circumstances; see IHTA 1984, ss 103-114 and ss 115-124C. 93. Savings income (excluding dividend income) is subject to income tax at the rate (for 2007/08) of 20%; dividend income is paid after deduction of income tax at 10%. A basic rate taxpayer (ie somebody subject to tax at 22% (for 2007/08)) will have no further income tax to pay although a higher rate taxpayer, liable to income tax at 40% (for 2007/08), will have to pay a further 20% and 30% (the difference between 40% and the savings rate of 20% and the dividend rate of 10%), respectively: Income and Corporation Taxes Act 1988, ss 1A and 1B. 94. See the website available at http://www.rightmove.co.uk/pdf/p/hpi/HousePriceIndex 19March2007 and see above n 10. The Financial Times House Price Index, which uses data from HM Land Registry and a statistical model to collate information from other published house price figures, shows the national average price to be £213,097. 95. See the website available at http://news.bbc.co.uk/1/shared/spl/hi/in_depth/uk_house_ prices/html/houses.stm. These figures must cast doubt over the comment made by Lord Davies of Oldham to the effect that the 'house price dimension does not stand up to close examination': Hansard HL Deb, vol 689, col 465, 1 February, 2007. 96. See above n 6. 97. In the recent House of Lords debate on IHT, Lord Burnett said, 'I remind your Lordships that this tax and its predecessors -estate duty and capital transfer tax -were designed to be paid by the very wealthy': Hansard HL Deb, vol 689, col 451, 1 February, 2007. 98. Denis Healey. 99. Wheatcroft and Hewson, above n 22, p 8. A proposed wealth tax was another way in which it was believed that the large inequalities of wealth distribution could be addressed.
Double taxation
As far as the argument relating to double taxation is concerned, Gale and Slemrod 100 are of the view that counting the levels of tax is simply an exercise in rhetoric, and neither the facts nor the economic theory support that rhetoric. They argue first that it is not a fact that all wealth comprised in estates has been previously taxed. However, looking at the source of wealth for the wealthiest 5% of Americans, Smith 101 found that 92.5% came from earnings, with just 7.5% from inheritances. Whilst there appears to be no equivalent study in the UK, 102 an annual survey of the UK's wealthiest people conducted by The Sunday Times showed a noticeable drop in the ranks of those with purely inherited wealth, marking a continued rise in the number of people whose wealth has been accumulated through their ability to make vast amounts of income through playing football, modelling, acting, the music industry and, of course, through large City bonuses and share options, all of which will have been subject to tax when earned. In 2001, one quarter of those on the list inherited their fortunes, the smallest proportion since the list was first compiled in 1989, when about 70% of the 200 entries recorded enjoyed inherited wealth. 103 This trend has continued, as evidenced in the most recent survey, 104 with 77.4% of the richest 1000 entries being self-made millionaires.
Gale and Slemrod's second argument is that the number of times an item has been taxed is economically meaningless.
105 These views are also expressed by others, including Murphy and Nagel, who refer to the issue as 'the spurious problems of double taxation'.
106 More particularly, they argue that taxpayers are frequently taxed twice, for example when they spend after-tax income on goods subject to value added tax (VAT), and that any issue of fairness would have to be about the ' To suggest that IHT is charged on a 'transaction' is quite simply wrong, since it is imposed on the value of the estate of the deceased immediately before his or her death. It is death that triggers the charge, not the actual transfer of that wealth to another (although the identity of the transferee may become relevant for the purpose of certain exemptions); that is the nature of a mutation duty as opposed to an accessions tax.
seem to turn on the meaning of 'double taxation'. This term is not defined by Gale and Slemrod, albeit that the foundation for their argument is that taxpayers are 'frequently' taxed twice on the same 'income'. It is suggested that the purchase of goods subject to VAT out of income previously subject to income tax does not amount to double taxation of that income. In this case, although the burden of the tax falls on the purchaser, the VAT is charged on the goods themselves. This is similarly true with the payment of stamp duty land tax on the purchase of real property, where the tax is charged in relation to the price of the property being purchased. By contrast, in the case of IHT, the mere possession of property of a value exceeding the threshold is sufficient to attract the tax: the tax is levied, not on any transaction, but simply on the value of a person's property immediately before his death, property that in many cases, as it has just been shown, has already been subject to income tax or capital gains tax. If double taxation is viewed in this light, why is it any less an issue of fairness than the cumulative effect of a number of taxes? In comparing the estates of A, who spends his income on consumer goods, holidays and the like, and B, who chooses instead to save her income, it can readily be understood that B's estate will bear a heavier burden than will A's; not only has B not had the enjoyment of consumption, but her estate will also bear the burden of IHT on the value of property above the threshold. Moreover, the fact that wealth may previously have suffered tax may be meaningless to economists, but it is a real issue for taxpayers, and suggests to them that this is far from an equitable tax. It has been said that 'the imposition of extremely unpopular laws upon an unwilling public has no place in a democracy' and that 'the strength of a democracy depends upon there being the freedom and willingness to question the status quo, to constantly seek a better way'.
108 When, in a demonstration of their democratic rights, taxpayers last took the view that a tax was inequitable and unsustainable, it resulted in massive protest against the community charge (referred to as the poll tax), introduced in 1990. 109 It is believed that this ultimately led (on 22 November, 1990) to the resignation of Margaret Thatcher (the then Prime Minister) as leader of the Conservative Party, who had given the tax her strong and personal support. All three contenders for her position pledged to abandon the tax and, from the start of 1993-94, John Major, Margaret Thatcher's successor, replaced it with the council tax. This is a lesson that should be borne in mind.
As suggested by the example of A and B, above, the fact of double taxation may have a further impact on taxpayers and could well affect their decision either to save during their lives, or to spend the fruits of their labour and thereby avoid the charge to IHT on death. The importance of this 'spite effect', 110 the need to revenge the government by ensuring that it takes no further tax, should not be overlooked and, indeed, forms the basis of another argument against IHT, namely that the tax may have the effect of reducing savings. This is considered below.
108. DW Haslett 'Is Inheritance Justified?' (1986) 15(2) Philosophy and Public Affairs 122 at 143. By contrast to the present argument, these words were written in the context of abolishing the freedom to leave inheritances. The author was of the view that although, at the time of writing, there was little evidence of public support of such an idea, that public support would eventually come provided that the idea could be justified. 109. The community charge was introduced by the Local Government Finance Act 1988. 110. This phrase, coined by RA Musgrave The Theory of Public Finance (New York: McGrawHill, 1959 ) is strictly applied to the scenario where individuals may work less as a result of a tax increase to spite the government.
Increasing house prices
As far as the impact of increasing house prices on IHT is concerned, using the Gale and Slemrod approach, it should be asked whether this is a fact or simply rhetoric. other types of assets.
119 Investment in shares, for example, is plainly a contribution to the common good of the country and should be encouraged. Moreover, it was estimated that this reform 'would come closer to the cost of abolition'. 120 However, other arguments in favour of abolition of the tax, together with a recognition that it has become impossibly complex, suggest that nothing short of abolition will suffice.
The tax does not fall on the very wealthy
Careful estate planning through the sensible use of the nil rate band (which applies up to the threshold of £300,000) 121 and of the exemptions described earlier in this paper can virtually eliminate the tax. Thus, for example, in addition to the yearly gift exemption of £3000, individuals can give away up to £300,000 every 7 years free of IHT and make exempt transfers to their spouses or civil partners. Beyond that, there also exist a number of increasingly complex methods for reducing the burden of IHT.
122 For a number of reasons, it is clear that those with the largest estates have the greatest ability to engage in estate planning. First, those who are very wealthy are in a position to give away large amounts of their wealth, whilst still retaining sufficient for their needs during the rest of their lives. 123 Secondly, a number of estate planning schemes are costly and may take a long time to implement. Finally, families with long histories of wealth are more likely to be familiar with such planning schemes. Thus it is that a disproportionate burden of IHT falls on those with modest wealth.
EQUITY CRITERIA It has been said that 'there is a general consensus that gifts and bequests are a proper subject for tax', 124 but why? Recent reports have proposed either a completely new system of taxing the transfer of wealth on death 125 or substantial reform of the current regime 126 but, before either of these can be attempted, the objective for levying a charge on death must be established. There appear to be three possible reasons for imposing a charge on a person's assets at the point of death.
Redistribution
For many, the most compelling reason for an estate tax is that the tax system should be fair. Fairness has traditionally been seen as 'a standard for evaluating differences in the tax treatment of different people: the principle that like-situated persons must be burdened equally and relevantly unlike persons unequally '. 127 This statement refers to horizontal and vertical equity respectively, but it is vertical equity that is critical to the current debate since, theoretically, once a rate has been set for somebody with greater income or wealth than another, that same rate should then be set for another person who has the same income or wealth. Vertical equity is achieved by taxing people according to their ability to pay which, since the basis of our tax system is income, is manifested through the imposition of progressive rates as a taxpayer's income increases.
128 It is believed, however, that income alone is not a true measure of a person's ability to pay, and that ownership of wealth must also play a vital part either through an annual wealth tax 129 or a wealth transfer tax, 130 or both. There would appear to be two possible reasons for this. Some would argue that the mere fact of holding wealth is sufficient to attract tax, since with it brings 'opportunity, security, social power, influence and independence', not to mention 'a source of income which is compatible with a life of leisure '. 131 This is, in part, discussed in the section below, but for now it has to be said that to impose a tax for this reason alone without a concomitant commitment to improve the living standards of the poorest in society looks confiscatory 132 and, it is suggested, would be politically impossible to achieve in the UK. The annual wealth tax that was proposed by the former Chancellor of the Exchequer, Denis Healey, 133 failed to reach the statute book, in part because there was a division in the then Labour Party between those who saw the tax as a means of 'penalising' the rich, with little concern as to whether it would have any effect on those at the other end of the wealth scale, and those who viewed the tax as an instrument of redistribution. Thus, as Cedric Sandford has written: 'An AWT (annual wealth tax) is one method of taxing the wealthy more heavily, whether to put some constraint on the growth of inequality in income and wealth, or positively to reduce inequality. In the more limited case, an AWT can be thought of as a substitute for the top rates of a progressive income tax . . . If the radical objective of positively reducing inequalities is sought, then the rates of AWT can 127. Murphy and Nagel, above n 4, p 12. 128. Whether income tax rates in the UK are truly progressive any longer is, however, questionable, given a single higher rate band of 40%, which starts with taxable income of only £39,825 (for the tax year 2007/08). 129. For reasons explained below, a proposed wealth tax never came to fruition in the UK. Such a tax has also been rejected by. 130. Such as estate duty, capital transfer tax and inheritance tax. 131. The Structure and Reform of Direct Taxation, above n 124, p 40. See also pp 317-318. 132. This raises the issue of whether the imposition of a tax on this basis might be in breach of Art 1 of Protocol 1 (peaceful possession of property) of the European Convention for the Protection of Human Rights and Fundamental Freedoms 1950. Given the caveat to that Convention right expressly reserves to Member States the right to raise taxes, it is thought that this is unlikely. Moreover, this author has previously expressed the view that taxpayers are unlikely to be successful in challenging government tax policy generally (as opposed to administrative actions of HMRC), since courts allow governments a very wide margin of appreciation; see N Lee 'The effect of the Human Rights Act on taxation policy and administration' (2004) 2(2) Journal of Tax Research 155. Note also the view of Robert Nozick in Anarchy, State and Utopia (Oxford: Basil Blackwell, 1974 ) that, in effect, all taxation is confiscatory and prevents individuals from disposing of their property as they would wish; see, in particular, pp 167-172. Cmnd. 5704, 1974. be set at a level such that, when taken in conjunction with income tax, after allowing for reasonable consumption expenditure, the rich have to dispose of assets in order to pay both income tax and AWT.' 134 Others are of the view that part of a person's wealth should be available for redistribution in order to promote a more equal distribution of the ownership of wealth. This, of course, begs the question of what is meant by equality. If it refers to equality of opportunity, in the sense that everyone should start out in life equally, then this comes dangerously close to advocating the abolition of inheritances and, despite the fact that it has been argued that such a policy could co-exist with capitalism, 135 it is submitted that it would not generally be tolerated by the citizens of a country with a dominant home-owning ethos. If, instead, equality refers to outcome, it is suggestive of redistribution in a welfare sense, that is, in improving the conditions of poorer members in society, and it is for this which those who continue to advocate estate taxation generally argue.
See the Green Paper Wealth Tax
However, none of the estate taxes that have been implemented in the UK appears to have brought about a change in wealth ownership, as the table below demonstrates.
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This table shows not only that estate taxation has been unsuccessful in redistributing wealth, with half the population owning only 7% of total wealth, 1% less than in 1976, but also that an increasing number of people have become wealthier through home ownership.
Given that IHT forms part of the general revenues collected by government, which, in addition to paying for public services, are redistributed as income in some form of income support, it is not really surprising that wealth ownership has remained fairly constant for 30 years. 137 Redistribution of income in the form of means-tested benefits is generally at subsistence level and does not allow for accumulation of that income so as to form a wealth base. It is true that the new child trust funds 138 were introduced with the specific intention of conferring a measure of wealth on those who would otherwise have nothing, and could thus be seen as the one true example of wealth redistribution. However, the amounts concerned are relatively small 139 139. All children in the UK born after 31 August 2002 will have a child trust fund account, and will receive an initial payment of £250, with children being looked after by local authorities receiving a higher rate. Children from low-income families will receive a further payment of £250. It may be that, in the future, further payments into these funds will be made by the government, eg on a child's seventh birthday; consultation on this continues.
could possibly exacerbate the problem of wealth inequality. 140 The only real way of securing an equal outcome as far as wealth is concerned is to impose virtually a 100% tax on estates so that, irrespective of what the revenue collected is used for, there is more equality because those who were wealthy are no longer so. But this is not truly redistribution of wealth; rather, it resembles a policy of seeking to achieve equality of opportunity, and it has already been suggested that no political party would dare to suggest such a policy if it wished to be elected or re-elected.
Moreover, as far as redistribution of wealth in the form of income is concerned generally, whilst most people are likely to be in favour of a measure of redistribution in the form of, say, tax credits, this can bring with it the claim that some can opt out of work, knowing that they will be supported by the state through the taxation of others. This claim has been substantiated by a recent study concerning the conflict between redistributing income and strengthening financial work incentives, where it was concluded that tax and benefit changes made since 1999 (and thus embracing tax credits) have had the effect of weakening financial work incentives. 141 The equity in this situation seems questionable.
Furthermore, when table 1 above is viewed in light of both the figures that show an increase in the IHT yield, and the knowledge that the very wealthy are able to avoid the charge through making lifetime gifts and surviving 7 years, the tax that is imposed in the interests of fairness looks anything but fair, with people of moderate wealth feeling the burden of a tax that is not improving the situation of those with little or no wealth.
140.
Since all children are entitled to a child trust fund account, to which parents can contribute, it follows that the children of those with existing means who can afford to make the extra contributions will enjoy a very much larger asset on maturity; see N Wikeley 'Child trust funds -asset-based welfare or a recipe for increased inequality? ' (2004) Studies, October 2006) . It is this author's view that the working families' tax credit was specifically designed to strengthen work incentives, being payable only if at least one of a couple was working. The separation of this credit into the working tax credit and the child tax credit, with child tax credit being payable irrespective of whether a member of the family was in work, was bound to have the reverse effect. 
Impeding the accumulation of wealth
The second reason for an estate tax, perhaps together with a gift tax, is to impede the accumulation of vast fortunes, since it is believed that the owners of such fortunes may wield too much political influence, contrary to democratic principles. Indeed, in arguing for the actual abolition of inheritance, Haslett wrote that 'all great concentrations of economic power are suspicious, whether emanating from government, corporations, or individuals'. 142 However, since this has less to do with any issue of welfare or of benefit to others, and rather more with the democratic process, it is suggested that this is not a good justification for taxing wealth. This view is shared by Murphy and Nagel, who are of the further opinion that the problem should be resolved instead by controlling the way in which political parties raise funds.
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Raising revenue
One final reason for levying a tax on the value of estates on death is that it is an easy way of raising extra revenue. Despite the view that such a tax 'cannot be expected to perform a significant revenue-raising role ', 144 there is no doubt that it is currently helping to fill the public coffers (as witnessed by the way in which the yield has increased over recent years). But can yield, without more, really ever be used as a justification for such a tax? Whilst it would be easy to suggest that a tax is only ever justified on the grounds of yield, factually this is simply not the case. CGT was introduced in 1965 in order 'to provide a background of equity and fair play' 145 and, as Whiting has commented, it was not 'expected to generate significant revenue.
[Its] function was to be radical, and to restore legitimacy to the tax system by making it fairer'.
146 Accordingly, one line of thought suggests that yield can only ever be incidental to the more fundamental purpose of justice and equity for imposing the tax. Indeed, it was said in 1945 that 'death duties in this generation are an instrument of social, not fiscal, legislation ', 147 and, further, that:
'because of the small contribution which death duties in Britain now make to the revenue . . . revenue considerations are comparatively unimportant and a main criterion for determining the best form of death duty ought to be its effect in reducing concentrations of wealth and spreading it more evenly.' 148 Another view is that it is a matter of politics, a weighing of the cost of continuing with the tax in the face of opposition to it against the revenues raised by it. 149 It has previously been mentioned that, in Victorian times, it was perceived that an estate tax would be more acceptable to people than an increase in income tax, but times have changed. Although the yield from IHT has increased over recent years, it is still only a fraction of what it was in Victorian times and, moreover, it has become a very unpopular tax indeed, mainly because it is now being imposed upon a larger proportion of the population than ever before and, it is suggested, than ever was countenanced on its introduction.
150 Accordingly, in the absence of any primary justification for the continuation of IHT, it is possible that, politically, a government may be forced to abandon the tax, particularly if there can be shown to exist alternative means of raising the same amount of revenues. This is considered below.
ECONOMIC EFFICIENCY 151
The main economic argument in favour of retaining IHT is, of course, that its yield of £3.56 billion 152 would be hard to replace if it were to be abolished, albeit that it continues to represent only a small proportion of total tax revenues. It is interesting at this juncture to make some historical comparisons. Death duties were first introduced in order to raise money; it was believed that this was a more palatable way of raising revenue than through the income tax. The introduction of estate duty in 1894, with its graduated rates, was an attempt to raise revenue in an equitable manner. Over more recent years, estate duty and its successors CTT and IHT yielded only a tiny proportion of total tax revenues, at which time it was said that the tax had to be retained on grounds of equity. It has already been demonstrated that these equity arguments are no longer particularly strong; clearly the tax is being retained and, indeed, significantly strengthened, 153 for the purposes of yield, which has increased over the immediate past, largely due to the rising value of residential property. It is submitted that, in the absence of strong equitable reasons, IHT should not be retained for its yield alone. But what of the lost £3.56 billion that would arise on its abolition? It should first be stressed that this sum represents a mere 0.84% of total tax 148. Sanford, Willis and Ironside, above n 34, p 10, para 1.24. 149. Duff, above n 142, at 8. 150. The hostility towards IHT was revealed in a piece of public opinion research on IHT carried out by the Institute for Public Policy Research and Oxford University, referred to in Maxwell, above n 107, p 13. revenues, 154 and thus the yield argument may be an overstated one. Moreover, it has been argued that although as a 'first round effect' IHT raises this amount of revenue, if IHT was not imposed, the money representing the tax might remain invested or be spent and, in either case, as a 'second round effect', it would bear income tax, excise duties or VAT and maybe more.
155 Accordingly, abolition of IHT and the loss of revenues therefrom would be mitigated by an increase in tax revenues elsewhere. Moreover, it is quite possible that any abolition of IHT could be accompanied by the re-imposition of capital gains tax (CGT) on death, 156 a measure considered by the recent report of the Conservative Party's Tax Commission 157 and believed to be much fairer in that what is being taxed is an increase in the value of assets, something that has not previously been taxed. In addition, further revenue could be raised by the imposition of alternative taxes.
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Having disposed of the main economic argument for the retention of IHT, below are just a few of the more common economic arguments that are raised in favour of the abolition of IHT, some of which, in this author's view, may have merit.
High cost of administration and compliance
It is claimed that IHT is high in both administrative and compliance costs. 159 The administrative costs of the various taxes are shown in the table overleaf.
160
What is clear from this table is that IHT is one of the more costly taxes to collect, particularly when viewed alongside other direct taxes such as corporation tax and CGT. However, administrative costs alone do not represent the whole picture. Given the complexity of the IHT legislation, increased still further by the changes introduced by the Finance Act 2006, compliance costs are also bound to be high. Moreover, as Bracewell-Milnes explains, a further major compliance cost to the taxpayer (in the guise of the executor) is the requirement to value assets that change hands otherwise than by sale, and many estates that may not be subject to IHT are still obliged to 154. This percentage is based on the information in HMRC Annual Receipts, above n 152. Total tax revenues include the revenue from all the taxes administered by HMRC (which body represents the former Inland Revenue and Her Majesty's Customs and Excise). 155. Bracewell-Milnes Euthanasia for Death Duties, above n 13, pp 28-29. 156. This is discussed below. 157. See above n 2. The Tax Commission's proposals exempt any gain arising in respect of the value of the main private residence from CGT on death, in the same way that it is currently exempt on inter vivos disposals. This is an issue that needs further consideration, but is outside the scope of this paper. 158. For example, see the recent Liberal Democrat proposals to replace Air Passenger Duty with an aircraft tax, dependent upon the number of flights rather than the number of passengers, an increase in Vehicle Excise Duty for cars that cause the most pollution and an increase in fuel duty in line with inflation: Liberal Democrats Tax Commission Fairer, Simpler, Greener: Policy Paper No 75 (August 2006) . Given that such taxes are meant to be helping the environment, it is thought that they would be tolerated by taxpayers. spend time and money on valuations in order to establish that they are not liable. 161 However, the high cost argument alone does not give sufficient cause to claim for abolition. As seen from the above table, CGT is also relatively costly to collect; CGT was introduced in 1965 as a separate tax purely for reasons of equity, 162 and whilst taxpayers would prefer not to pay tax on their capital gains, generally they understand the arguments for doing so. Moreover, with the introduction of taper relief, which reduces the gain depending on the length of ownership of the capital asset being disposed of, capital gains tax is perceived as a reasonably fair tax. An attempt has already been made to show that IHT is not a fair tax, and plays little or no part in the redistribution of wealth. The conclusion must be that that there exists nothing to justify the high costs of administering and complying with IHT.
IHT imposes economic burdens
Economists would argue that the burden of a tax is not simply represented by the amount of tax that actually has to be paid; in addition to the administrative and compliance costs (considered above), account also has to be taken of the added 'costs' of the imposition of, or increase in, a tax, referred to as the 'excess burden'. To use a very simple example, if an additional tax was placed on wholemeal bread, forcing taxpayers who would not do so otherwise to buy white bread, then that change in behaviour is an additional economic burden resulting from the imposition of the tax. IHT has a similar impact insofar as it may induce people to change their behaviour in order to reduce their tax liability. Thus, the concern has been expressed that the elderly may make gifts too early and not in their own best interests; 163 grandparents may have preferred to wait to give part of their wealth to their children but, because of the tax, they decide to do so immediately, normally through an A&M trust. 164 Moreover, the effect of making premature gifts can also weaken businesses. Although relief protects both business and agricultural assets from liability to IHT, some taxpayers give them away early for fear that such relief may be removed; the recipients of the assets will probably receive them far too early for their own good, and may squander their value and destroy the businesses. 165 By the same token, it is also possible to argue that people make large charitable donations in order to minimise IHT, thereby imposing an excess burden. These examples illustrate ways in which the tax has imposed an excess burden insofar as it has caused people to act in a way in which they would not otherwise have done. What is difficult in any of these cases is to establish whether, as a matter of fact, these people really would have acted differently, and thus whether IHT does impose additional economic burdens. Moreover, as far as charitable bequests are concerned, if this could be proved, then it might provide an argument for retaining IHT on the basis that its abolition would result in less charitable giving. In truth, it is surely fanciful to suggest that, for example, Bill Gates would have been less likely to create his charitable educational foundation in the absence of estate taxes.
166 Accordingly, on the basis of those particular cases, all that can be said is that it is possible that IHT may impose an excess burden, but that, standing alone, it may not be a strong enough argument to justify abolition of the tax. However, worthy of consideration is the fact that not only will the estate of a person who chose to save her income, rather then to spend it, be liable to IHT (provided it is above the threshold), or a greater amount of IHT, in comparison to the estate of a person who did not accumulate his income and spent it instead, but also that person will also have foregone the actual pleasure of spending. This too could be perceived as an excess burden.
A more general concern about the economic burden of IHT is that, unlike an accessions tax, it is related to the size of the estate rather than to the size of inheritance received by each beneficiary. The result of our misnamed system is that, in a large number of cases, more IHT is payable than would have been the case had the tax fallen on the recipient. This argument is hard to refute. However, as discussed earlier, a move to an accessions tax would result in even higher administrative and compliance costs than we currently experience. These two factors together go a long way towards supporting the abolition of death duties generally. 
IHT reduces savings
Whether the imposition of IHT leads to a reduction in savings is, according to Gale and Slemrod, 167 ambiguous. They state that much of what is said about this issue is rhetoric, and there are few facts to be found. Those who have argued in favour of abolishing inheritances (in effect, imposing a 100% charge on inheritances) have found the savings argument to be the most difficult to counter. Theory would have it that abolishing inheritance would 'shift people's consumption -savings pattern more in the direction of consumption'. 168 However, this argument can be overstated, particularly bearing in mind that people need and want to save for their retirement. Moreover:
'Investments would still remain attractive aside from the savings motive; they combine the excitement of a gamble with the satisfaction of doing what is socially useful. And many people, especially the more wealthy, would still want to save for charitable purposes; to have a scholarship or perhaps a university building named after them, to support medical research, or even to establish a charitable foundation to carry on with some project in which they deeply believe.'
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If this is true in the case of abolition of inheritance, it must also be true where IHT is imposed at a rate far below 100%. Further, it should be noted that corporate investment (for example in the guise of research and development or expenditure on plant and machinery) is unaffected by IHT. In light of this, the author is of the view that it is unlikely that IHT markedly affects savings as far as wealth owners are concerned, although potential recipients of inheritances may well decide to spend rather than save in the knowledge that there will be money coming to them in the future.
FUNDING THE ABOLITION OF IHT: THE REINTRODUCTION OF A CGT CHARGE ON DEATH
As already explained, CGT is charged on the gain, if any, arising from a disposal of an asset by way of gift, exchange or sale. Until 1971, the charge also operated on death, when there was deemed to have been a disposal by the deceased to the personal representatives. Since that time, death has not been a disposal for CGT purposes, 170 although the personal representatives are deemed to acquire the estate assets for a consideration equal to market value. This means that any gain accruing between the time of the testator's acquisition of the assets and his or her death will currently escape a charge to CGT. The rationale for this was to avoid a double charge to the relevant estate tax and CGT.
Currently, CGT is charged at a taxpayer's marginal rate of income tax; 171 accordingly, those taxpayers paying higher rate income tax at 40% will also be subject to CGT at the same rate. Disposals between spouses and civil partners are deemed to be for such value that gives rise to neither a loss nor a gain, 172 with the result that although there will be no CGT charge on inter-spouse transfers, the gain that has accrued on the relevant asset during their ownership will be captured on a disposal to a third party.
There are some generous reliefs available, the most important for the purpose of this paper being the principal private residence exemption, 173 which, as its name suggests, exempts a charge on a gain made on the disposal of a taxpayer's main residence, provided that it had not been acquired 'wholly or partly for the purpose of realising a gain from the disposal of it '. 174 Importantly, taper relief was introduced in 1998, 175 with the aim of encouraging long-term investment. Its purpose is similar to that of indexation in that the amount of CGT paid is reduced to take account of inflation, and it operates by reducing by a percentage the amount of the gain for every year an asset has been held. Since the relief was introduced, it has been extended substantially so that, in respect of business assets held for a mere 2 years, the effective rate of CGT is 10%.
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Since CGT is a charge on the gain arising from the disposal, or deemed disposal, of an asset, it must be favoured over IHT because it is charging a new source of revenue, and the argument about double taxation does not, therefore, arise. In terms of administrative costs, it has already been seen that CGT is cheaper to collect than IHT; in any event, for current CGT purposes, assets have to be valued at the time of death in order that the 'uplift' provision referred to above may operate.
It is suggested that the equity of a CGT charge on death would depend, amongst other things, upon the available exemptions and the operation of taper relief. Issues that would have to be considered would include whether to maintain the exemption for the main residence, ensuring also that administrative and compliance costs are kept to a minimum, 177 or withdraw it on the occasion of death, but perhaps simultaneously amend taper relief so that its operation with respect to the main residence operated more generously. It would also have to be decided whether there should be an exempt amount of CGT on death, and whether this should be set at a higher rate than the current annual exemption of £9200 (for 2007/08).
Reintroduction of CGT on death would be just one of a number of measures that could be taken to replace revenue lost from the abolition of IHT. Environmental taxes could prove another source, although pressure may be brought to hypothecate such taxes in the future. Further, and as previously mentioned, the IHT that would have been chargeable will either be spent, in which case, further VAT may possibly be raised, or it will be invested, in which case income tax will be charged on any income arising, along with CGT on any gain made on a disposal of the investment. 177. It has already been established that, for a large number of those with only moderate wealth, most of that wealth comprises the family home. If this were to be exempt, there would be no need for a valuation of it by the executors, thus reducing administrative and compliance costs. 178. Although it should be noted that there are limited ways (through Independent Savings Accounts (ISAs)) for investments to be made, allowing for both income and CGT relief.
AUSTRALIA, CANADA AND SWEDEN
Since all three of these jurisdictions have abolished their estates and gifts taxes, 179 it may be instructive to consider the reasons for such abolition, and to discover whether any parallels can be drawn with the UK. 180 Although it must be recognised that Sweden's social structure is very different to that of the UK, and that income and wealth is more evenly distributed, a comparison with Sweden may yet be of greater significance since both Australia and Canada are federations, and at least one of the reasons for the abolition of the estates and gifts taxes in those jurisdictions may not be of relevance to a non-federal jurisdiction.
Canada 180. This article has not attempted to draw any comparison between the income tax rates of these countries because, as will be seen, the arguments for abolition were without reference to income tax. Of greater and more direct interest is the existence of an annual wealth tax, or a CGT charge on death. Indeed, in a recent House of Lords debate on IHT, Lord Burnett said, 'Although I shall be adverting principally to that tax [inheritance tax], your Lordships will understand that our discussions would be incomplete if we did not also discuss the interrelationship of that tax with capital gains tax' (Hansard HL Deb, vol 689, col 451, 1 February 2007) . Both an annual wealth tax and CGT are referred to below. Moreover, whilst it is too early to evaluate the impact that the abolition of IGT has made in Sweden, it is interesting to note the lack of literature on the subject in Australia and Canada, suggesting that both countries have accepted, or are at least resigned to, abolition. Duff (see below n 181) believes that an estates tax should exist for redistributive purposes, but that politically it is unlikely to be reintroduced. The issue might be reawakened in Canada in light of the debate currently taking place in the USA over whether to abolish the federal estate tax. As Auerbach has pointed out, 'The US has been struggling since 2001 with the question of whether to repeal its estates tax (current law would repeal it for one year, in 2010, before reinstating it)': A Auerbach by a taxpayer in a year, both income and capital gains (including those arising when property is transferred by way of gift and on death) 183 as well as gifts and inheritances. 184 Because gifts and inheritances were to be treated as the income of a recipient in the year of receipt, the Commission proposed the abolition of the existing wealth transfer taxes. Although the proposals were eventually rejected, a newly elected government amended the existing federal estate and gift taxes by integrating them into a cumulative progressive tax, imposing higher rates on estates of less than $5 million. Despite the fact that there was introduced for the first time an exemption for transfers between spouses, small businesses and the farming communities were bitterly opposed to the fundamental changes. The strength of their opposition, which extended to the proposals, later enacted, that sought additionally to tax accrued capital gains on death, finally led to the abolition of the federal estate and gift taxes. In order to prevent Alberta, which had refused to enact a provincial succession duty and gift tax, from becoming a tax haven, other provinces gradually abandoned their own succession duty and gift taxes.
It has been said that 'Australia today remains one of the only developed nations without some form of explicit or de facto IHT'.
185 Not only are there no estate or gifts taxes, but CGT is not charged on death either. Abolition of gift and death duties began in 1978 in Queensland, described as 'a hotbed of agrarian resentment against death duties'.
186 Malcolm Fraser, then federal Prime Minister, endorsed this action and abolished federal IHT in the same year. With the same fears that had forced the Canadian provinces to abandon their estate and gifts taxes, the Australian states gradually followed Queensland's example.
In the case of both Canada and Australia, Duff is of the view that abolition of death duties and gift taxes can be explained by the application of 'public choice theories of politically efficient revenue structures'. 187 In simple terms, governments will weigh the political costs, that is, the possible loss of electoral support, in choosing, for example, whether to introduce a new tax rather than increasing an existing one, or to repeal an old tax which, compared to other taxes, has become unpopular or, indeed, to reduce public spending rather than increase, or introduce a new, tax. In Canada, a combination of the dislike expressed by a powerful group of taxpayers towards the Carter Commission Report, the merging of the estate and gifts taxes, the imposition of higher rates and the proposal to tax gains at death made the estate and gift tax politically costly. The result was that, if it wanted to retain support, the government of the day could not afford not to abolish it. As far as Australia is concerned, Duff gives three factors which increased the political costs of death and gifts duties, leading to their eventual abolition. First, exemptions failed to keep pace with inflation, leading to relatively modest estates being taxed; secondly, there was a failure to integrate state and federal duties; and, thirdly, the taxes could easily be avoided. The ease with which Sweden abandoned its inheritance and gift tax at the beginning of 2005 suggests that there must have been overwhelming political support for the measure, perhaps an indication of the high political cost of retaining an unpopular tax. In its proposal to Parliament for the abolition of the tax, the government stated:
'The Inheritance and Gift Tax (IGT) has been the subject of sharp criticism in recent years. The argument has centred on the difficulties experienced by surviving spouses and partners in paying the increasing levels of IHT that follows from the increased tax valuations of real property . . . The levying of IGT in connection with transfers of small businesses to the next generation has also been criticised. Following the fall in the stock market in 2000, there have been demands for a change in the IHT in relation to equities and other forms of investment. The opportunities for tax planning have also been criticised. Due to the regulatory framework applicable to valuation, it has been possible to legally significantly decrease the IGT due. The tax is not perceived as fair. The Government does not consider it possible to address the criticism against IGT by modifying the regulatory framework. In addition, the administrative framework surrounding the inheritance and gift tax is relatively costly. The tax is calculated to provide an income of 2.6 billion SEK 189 for 2004 . . .' 190 It is submitted that, whilst it is difficult to draw on any similarities between the impetus for abolition in Canada with that in the UK, such similarities do exist with both Australia and Sweden. Of the three factors suggested by Duff which led to the abolition of Australia's death and gift duties, two are identical to those currently existing in the UK, namely that exemptions and, in the case of the UK, the threshold, has not kept up with inflation, and that the tax is easily avoided by those with wealth enough to be able to afford to do so. Similarly, property prices and avoidance were the reasons given by the Swedish government in their proposal for abolition of the IGT. These factors suggest that a call to abolish IHT in the UK is not quite as farfetched as some would imagine, particularly bearing in mind that tax revenues on property in the UK, amounting to 4.0% of gross domestic product, are the highest of all the Organisation for Economic Cooperation and Development countries including those of the European Community.
191 Whilst it is easy to say that it is not wholly unsurprising that a right-wing Australian government might be expected to abolish the tax, such a statement could not be made of Sweden and its social democratic government. Sweden has been able to abolish the IGT even though its public service provision is reputedly far superior to that in the UK, 192 although it should be mentioned that Sweden continues to impose on its citizens an annual wealth tax that previously co-existed with the IGT. 
